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THE PLACE OF THE SPECULATOR IN THE 
THEORY OP DISTRIBUTION. 



BY PROFESSOR HENRY CROSBY EMERY. 



The theory of distribution has been so prominent a 
subject of discussion in recent years that one is hardly 
justified in raising any part of the question, unless one 
means to offer the solution of some difficulty or at least 
to add something especially troublesome to the already 
existing confusion. Since the present paper does 
not undertake to do either of these things, it would 
claim your attention under false pretences except for a 
word of explanation. It is in fact the theory of specu- 
lation, rather than the theory of distribution, which 
suggests the ideas here presented. Writers on the 
theory of interest and profits have not infrequently 
raised the question of how far the assumption of risk is 
a factor in the process of distribution. On the other 
hand, the present writer from a study of the practices 
of a certain class of risk-takers has been brought to the 
question of how far the gains of this class are to be ex- 
plained under the prevailing theories of distribution. 
The intention of this paper then is to ask this question 
rather than to answer it, and, in asking the question, 
to point out certain facts regarding the speculative 
market which have hardly been adequately considered 
by writers on distribution. 

Mr. Hawley some years ago advanced the theory that 
the chief characteristic of the entrepreneur is the 
assumption of risk, and that profits are primarily the 
reward for risk-taking. Prof. Clark replied that the 
assumption of risk is the function of the capitalist, 
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since there can be no talk of risk where there is no 
capital to lose. Profits, on the other hand, according to 
this theory, are the reward for the mere work of co- 
ordinating labor and capital, without regard to the risk 
involved. Prof. Carver has suggested that the reward 
for the assumption of risk, which he calls insurance, be 
made a fifth share in distribution in addition to rent, 
interest, wages and profit. Mr. John Haynes in an 
article on Risk as an Economic Factor raised a double 
objection to this : — 

First, that the assumption of risk is not separable 
from other functions, being always associated not only 
with the work of the entrepreneur, but also with that 
of the laborer and the capitalist. 

Second, that there are no instances of actual persons 
acting solely as risk-takers. 1 

This brings us to the function of the speculator and 
to the problems of risks. Various classifications of risks 
have been suggested, and here, as elsewhere, different 
classifications may well be made for different purposes. 
It will be allowable for the purposes of this paper to 
distinguish between two classes of risks : the risks 
of production and speculative risks. Risks of produc- 
tion include the risks of destruction of property, of mis- 
takes in methods, of miscalculation regarding the 
amount of output, of incompetent service, of incompe- 
tent management, of fraud, of danger to life or health, 
etc. Some of these are borne by the laborer, some by 
the capitalist, most of them by the entrepreneur. By 

[' The Fundamental Error of "Kapital und Kapitalzinz, by F. B. 
Hawley, Quart. Jour, of Economics, 6 : 280-307, — also the Risk 
Theory of Profit, ibid., 7:459-479; Insurance and Business Profit, 
by John B. Clark, ibid., 7:40-54; The Place of Abstinence in the 
Theory of Interest by T. N. Carver, ibid., 8 :4o-6I, see footnote on 
p. 58 ; Risk as an Economic Factor, by John Haynes, ibid. , 
9:409-449.] 
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speculative risks I mean the risks of price fluctuations 
affecting the whole market, — that is, the distinctively 
Conjunctur-risks. For the moment the question of 
the risk undertaken by an entrepreneur who puts new 
goods on the market is not considered. Such industrial 
risks are usually called speculative, but by the term 
speculative risks as here used it is desired to convey the 
idea of such risks only as result from continuous fluctu- 
ations in price, and which have produced a special class 
of pure speculators. 

The distinctions to notice between these two classes 
of risks are : firstly, that those of the first class affect 
the course of production, and that those of the second 
class are outside the process of production. Secondly, 
the risks of production are risks that will only be 
realized in the case of scattered individuals ; the specu- 
lative risks are of dangers threatening a whole class. 
Loss by fire, or by faulty machinery, for example, falls 
at any one time only on a few individuals. Every gen- 
eral fluctuation in price affects all holders of that kind 
of property at once. Thirdly, the risks of production 
in many cases can be met by insurance ; the risks of 
the Conjunctur cannot. This is evidently partly due 
to the difference just noted. Insurance, in the strict 
sense, as suggested by Mr. Haynes and others, is not an 
assumption of risk by a separate party. The losses to 
which a group of men is liable, when they fall on in- 
dividuals are met by the group as a whole. All insur- 
ance is mutual insurance. Where an insurance com- 
pany is a stock company, the amount of the stock is 
merely an additional guarantee fund. Speculative 
losses cannot be met by mutual insurance, since they 
fall on all members of the class at once. These are 
risks that inhere in ownership, and they can be met 
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only by a transfer of ownership. Fourthly, this distinc- 
tion brings out yet another. In the case of insurance, 
a guarantee of compensation for loss is secured by the 
payment of recurring premiums of a fixed amount. 
These premiums correspond to the actuarial value of 
the risk. In the case of the assumption of speculative 
risks there are no such payments, but for every risk of 
loss there is a chance of gain ; the only payment for the 
transfer of the risk is the coincident transfer of the 
chance of gain. To assume risks in this manner 
is the function of the speculator. 

The practices adopted by merchants and manu- 
facturers in certain lines of trade to protect themselves 
against any sudden market changes, are doubtless too 
well known to need further explanation ; and yet, to 
show the nature of the speciilator's function as a risk 
taker, I may be pardoned for recalling briefly the special 
methods employed. We may take the case of the wheat 
market as an example, though the same practices are to- 
be found in the market for cotton and other speculative 
commodities. 

Formerly the miller or the wheat dealer who bought 
wheat ran great risks of loss by a sudden fall in price 
due to causes which he could not have foreseen. Or, if 
the miller made a contract in advance to deliver flour, 
he ran a similar risk of a rise in price. As the market 
for wheat became a world market, the mere ownership 
of wheat was attended with enormous risks, and the 
more the volume of trade increased, the more unbear- 
able these risks became. The rise of the speculative 
market has made it possible to transfer these risks, to a 
large degree, to other shoulders. Under the present 
arrangement the merchant (or the miller), whose agents 
are buying wheat in the country, knows at a glance 
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what prices he can offer, following daily the prices on 
the exchange. Whenever the agent buys wheat, he 
telegraphs the fact to the merchant or miller and the 
latter at once sells an equivalent amount for some 
future delivery period on the exchange at the market 
price. Suppose the person in question to be a Minne- 
apolis miller who has made his speculative sale on the 
Chicago exchange bj' telegraph. So far he has bought 
wheat in the country and sold wheat at Chicago. The 
wheat bought is stored in elevators and in course of 
time made into flour, and, as the flour is sold at market 
prices, the wheat sold in Chicago is bought back at the 
market price there and the speculative transaction 
settled by differences in the ordinary process of clearing. 
In this way the miller is protected against a fall in the 
price of wheat by foregoing the advantage of a rise. 
If wheat falls in value, he loses on his flour sales, but 
gains an equivalent amount on his speculative sales. If 
wheat rises in price, he loses in Chicago, but his loss 
is offset by the high price he gets for his flour, since the 
price of flour in the main follows the price of wheat. 

In the case where the miller receives a bid for a cer- 
tain quantity of flour to be delivered at a future date, 
he determines, according to the prevailing price of 
wheat for future delivery, what sort of an offer he can 
accept. The contract for the delivery of the flour once 
made, he promptly buys wheat for a future option in 
the market. Then as he buys actual wheat in the 
country (or in elevators) for grinding purposes, he, co- 
incidently with his purchases, sells out his speculative 
holdings. Here, too, a gain in either case is offset by a 
loss in the other, and the results of the fluctuations re- 
duced to practically nothing. The same thing is done 
by the wheat merchant. He buys and sells wheat, but 
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he carries two lines, one in the speculative market and 
one outside. Whenever he makes a contract outside, 
he makes one of the same amount and of the opposite 
nature in the speculative market, and is thus protected 
against price fluctuations. Not only is this kind of 
protection possible, but it is the ordinary practice 
among wheat merchants and millers. It is said that 
nine-tenths of the holdings in the great northwestern 
wheat depots are protected by being "sold against" in 
this way. 

We have then in the case of the speculative market 
a method of shifting risks unlike anything else in the 
business world, and we have a special class whose dis- 
tinct function it is to assume these risks. Can this 
special class of risk-takers be subsumed under any of 
the recognized classes in the theory of distribution ? 
It will be granted at once, I suppose, that the speculator 
is not a laborer, and that his gains are not of the nature 
of wages. Is he an entrepreneur? If we adopt the 
risk theory of profits he might seem to be the most per- 
fect type of the entrepreneur. Evidently, however, he 
cannot be so considered without a departure from all 
previous use of terms. The speculator does not employ 
labor, nor direct the course of production, and somehow 
we must consider the entrepreneur above all else 
the directive mind in the field of production. That 
the assumption of strictly speculative risks is not a 
necessary part of the entrepreneur's function is seen 
from the fact that even where the price of the finished 
product and the price of the raw material are both fixed 
by previous contract, that is, where these risks are 
practically eliminated, the manufacturer is still an 
entrepreneur. To deny to the modern miller the name 
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of entrepreneur is to throw our whole nomenclature 
into confusion. 

Nor is the speculator an entrepreneur of the merchant 
type. The merchant is not so distinctly an employer of 
labor as the manufacturer, but he is concerned with the 
problem (which is on the whole one of production) of 
getting goods from the hands of the producer into the 
hands of consumers ; and his share of the annual pro- 
duct is his reward for this service. But the function of 
the speculator is different. The trader buys in one 
market and sells in another ; he buys of the producer 
and sells to the exporter, or he buys of the jobber and 
sells to the retailer, or he buys of the wholesaler and 
sells to the consumer. Between these different markets 
there are differences in price, not temporary fluctuations, 
but continuous and normal differences. The trader's 
service to society consists in getting goods from one 
market into the other. His normal profit consists of 
the normal margin between the prices in the different 
markets. The speculator's profit, on the other hand, 
comes from fluctuations in price in the same market ; 
he may buy from and sell to the same person and still 
perform his function. His profits are not made up of 
any normal margin between prices, but from temporary 
fluctuations, and these profits are his reward for the 
assumption of the risks that accompany such fluctua- 
tions. 

It is evidently much the same with the manufacturer. 
He too buys in one market and sells in another between 
which there is a normal difference in price. Even 
where the protection of the speculative market is se- 
cured, there still remain to the entrepreneur various 
risks of production, and to the merchant the purely 
trading risks. There are still many problems to be 
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settled by each, problems of methods and of policy, and 
their shares of the annual product depend upon the suc- 
cess with which they meet these problems, which are 
problems of competition with their rivals, though they 
have largely avoided the dangers which formerly con- 
fronted them and their rivals alike. 

But if the producer has secured a method of avoiding 
these risks, what has become of the extra reward or 
profit, which he formerly obtained (when successful) for 
the assumption of such risks? If he does not perform 
the service, we should expect to see his reward dimin- 
ished ; and that is exactly what we do find. The old 
profits of the miller, the grain merchant, the cotton 
merchant and the spinner are not forthcoming to-day. 
The primary reason is that a large part of their old 
profits was reward for risk-taking and that the transfer 
of the risk means also the transfer of the profit. Form- 
erly a wide margin was always allowed for risk between 
the selling price and the price that the merchant would 
offer the producer. That margin has been completely 
wiped out and now the merchant pays the price of the 
central market to the producer, less the legitimate trad- 
ing costs. There is frequent complaint from cotton 
spinners that their business has been hurt by the spec- 
ulative market, and a prominent miller supported 
the anti-option bills before Congress largely on the 
ground that the miller for the same reason was put at a 
great disadvantage in his purchases. In other words he 
was not satisfied with purely manufacturing profits and 
he still yearned for the speculative profits of the past. 
There could be no better illustration of the distinction 
between the reward for assuming speculative risks and 
the reward for the performance of the entrepreneur's 
function, than this division between two classes of the 
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share in distribution formerly accruing to the one class 
which performed both functions. The principle in- 
volved is not affected by the fact that the risks are never 
completely transferred or that this practice is only 
possible in the case of certain industries. It is worthy 
of note that in the case of certain other industries of a 
speculative nature the risks had become in like manner 
a great hardship and that they have been, not trans- 
ferred, but avoided by another method, viz : that of 
monopoly control. In some cases there seems a choice 
of means. For example, the sugar refiners in this 
country have adopted the monoply method, while in 
Germany the refiners have sought the protection of the 
speculative market. 

Shall we, then, call the speculator a capitalist, and 
consider the assumption of risk a function of capital ? 
Is not this an equally unwarranted misuse of familiar 
terms? The capitalist, as a claimant to one of the 
shares in distribution, is in control of one of the 
means of production. His function is to supply capital 
for continuous use in the process of production, and 
this use adds to the flow of wealth out of which the re- 
ward of the capitalist comes as a recurring yield. Or, if 
the element of insurance in interest be considered, this 
too is a recurring income. But the speculator does not 
put his capital to some use in production and does not 
expect a recurring yield. He is concerned, so to speak, 
not with putting it to some use, but of putting it into 
different forms. Mr. Hawley says that under Professor 
Clark's theory the capitalist gets two returns, one for 
using his capital and one for venturing it. We might 
almost say that the speculator does not use his capital 
but merely ventures it. It is doubtful whether we 
should speak of a rate of speculative profits at all. Th e 
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speculator is not an investor and probably does not in- 
troduce the time element into his calculation of profits. 
The gain of the speculator is a separate one for each 
venture. The reward to the entrepreneur or to the 
capitalist is roughly proportional to the duration of 
time in which their respective agents of production are 
used. But is this the case with the speculator ? or does 
he consider his gains as an income from the capital 
with which he started ? Does it not go into the same 
pot as an increase of capital ? In other words, while 
the recognized shares in distribution are best con- 
sidered as a flow of wealth, should not speculative 
profits be interpreted as changes in the relative values 
of different parts of an existing stock or fund ? 

To conclude : The assumption of speculative risks is 
a special function, as shown firstly by the fact that it is 
not a necessary part of the function of any of the three 
classes, commonly recognized, the laborers, the capi- 
talists, or the entrepreneurs ; secondly, by the fact that 
it is the sole function of a class which does not have 
the characteristics of any of the classes just named. 
The main theory of distribution, however, must deal 
with the rate of production. According to the most 
commonly accepted theories, the laborer, the capitalist, 
and the entrepreneur have their shares of the product 
determined by their contribution to this rate of produc- 
tion, and their sacrifice in making this contribution. 
There are risks of production which each class must 
face, and these risks vary in different lines of employ- 
ment, of investment, and of enterprise. The rate of 
wages, interest and profits will normally vary in these 
different lines since the actuarial value of these risks 
can be roughly computed. They are risks that 
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threaten the individual, and the losses can be made good 
by a rate of insurance. 

Speculative risks, on the other hand, are not to be 
considered from the point of view of a certain quantity 
of production within a period of time, but from the 
point of view of differences in relative values at fixed 
moments of time. They are not to be met by means of 
recurring payments similar to insurance premiums, nor 
are speculative profits to be explained by principles 
which determine the shares of the different productive 
agents according to the rate of production. They are 
not determined by any marginal efficiency or marginal 
sacrifice of the speculators. They are not determined 
by law of rent which is concerned with increased rates 
of production due to differential advantages in the pro- 
ductive process. 

This does not mean that the speculative market is not 
an aid to production. It is difficult to see how a great 
world trade in such staples as grain and cotton would be 
possible without it. Speculative risks, however, stand 
in a way outside the process of production, and specu- 
lative gains constitute, not a coordinate share of the 
annual product with wages, interest and profits, but 
rather such claims to the product as are represented in 
all property rights. 

So far we have considered only the risks of continuous 
price fluctuations and the gains of a class that may be 
called professional speculators. The risks and the gains 
of this class differentiate themselves easily from the 
risks and gains of production. There are, however, 
risks which the entrepreneur usually carries which may 
be thought to be primarily speculative and yet not to 
come under the principles here suggested, that is, the 
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risk of the entrepreneur in producing something for 
which there is no certain demand. The extreme case 
of this is where an entirely new product is put on the 
market in the hope of hitting some whim of public 
taste. These are, to be sure, risks of an unfavorable 
price for the finished product, and yet they are not the 
same risks to which the term speculative has been 
applied above. There is a difference between the 
anticipation of a new demand or a permanent fall in 
price due to improvement and the temporary and con- 
tinuous price fluctuations of the speculative market. It 
is interesting but not theoretically important that these 
latter fluctuations are chiefly in raw materials rather 
than in manufactured products. It is not confusing the 
production of material goods with the creation of utilities 
to distinguish between continuous fluctuations of this 
nature and the risks incident to a normal future demand. 
It may be then that the theory of speculative gains 
here suggested will be of little importance in the con- 
sideration of the ordinary industrial risks of the entre- 
preneur. But if the purely speculative risks are sui 
generis, that part of the gains of the entrepreneur 
which is due to the assumption of just such risks must 
be explained as purely speculative profits.*] 

Mr. Stuart Wood: I have listened with much in- 
terest to the suggestive and stimulating paper of Pro- 
fessor Emery. In commenting upon it I would wish, 
first, to discriminate between the different kinds of 
speculation. I take it that this, properly speaking, is 

* For permission to publish Professor Emery's paper the American 
Economic Association is indebted to the editors of the Quarterly Jour- 
nal of Economics, to whom it had been promised before the Council 
of the Association directed the publication of all the papers read at 
the Twelfth Annual Meeting. 
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of one of two kinds. The first kind consists of trans- 
actions into which both parties enter from speculative 
motives, one party betting, as it were, on the fall of 
price, and the other party betting on its rise. Here the 
losses of one speculator exactly equal the profits of the 
other, and such transactions add nothing to the wealth 
of the community. This form of speculation is, in its 
essence, gambling, and as such there attaches to it some- 
thing of the same odium that belongs to the gaming 
table ; and, as in the case of gambling establishments, in 
this form of speculation professionals are often ranged 
against amateurs. The amateurs are called lambs, be- 
cause it is their nature to be shorn. 

The other form of speculation occurs when the specu- 
lator deals with a second party whose purpose is not 
speculation, but insurance, and this, of course, is the 
kind of speculation to which Professor Emery's paper 
refers. The second party is thus insured against the 
risk of fluctuation of prices, and this insurance is to him 
a valuable consideration, as truly as insurance against 
fire or storm. The payment, it is true, for this kind of 
insurance is made in a different way. In the one case 
the insured pays a fixed annual premium in considera- 
tion of a guarantee against loss ; in the other case he 
accepts a guarantee against the chance of loss, and he 
pays for it by surrendering a chance of gain. He 
obtains a surplus value in the exchange, because it en- 
ables him to direct his energy and thought to the other 
factors of his business ; and so great is this gain to him, 
that he can afford to exchange the conflicting chances at 
a rate which leaves a margin or balance of chances in 
the speculator's favor, which margin is the source of the 
speculator's profit. 

While the individual is benefitted in this manner, this 
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fact would not of itself increase the productiveness of 
industry or the net income of the community, if the 
effects of the transaction stopped here. What, then, is 
the benefit which the community at large receives from 
the transaction ? The function of speculation in moder- 
ating the fluctuations of price, and in directing the in- 
dustries of the country into profitable channels, has been 
often set forth. It is the business of the speculator to 
foresee the course of future demand and supply, and so 
conjecture the course of the future markets. His action, 
therefore, tends to forstall future changes of price and 
brings into play the forces which mitigate such fluctua- 
tions. There results a greater stability of price, and in- 
dustry is in this way more promptly directed into the 
most profitable channels. We may illustrate this by 
the cotton market, which is one of the most highly 
organized of all markets. Liverpool is the centre of the 
trade, and the price for the whole world is fixed there 
daily, by the competition of the best informed and keen- 
est minds engaged in this business. This price is wired 
immediately to every village in the world where cotton 
is bought and sold, and according as this price is more 
or less tempting, the farmers bring forward their crop 
and put it on the market more or less rapidly, and what 
is of still greater importance, as they are satisfied or dis- 
contented with this price, they decide how great or how 
small an acreage to plant in cotton for the succeeding 
year. In this way the effect of speculation is to bring 
into existence, as nearly as can be arranged in advance, 
so much cotton, and no more, as is required at any time. 
The fact, however, that the speculator renders service 
to individuals or to the community, does not in itself 
indicate why or how he obtains payment for them. It 
is not the custom of mankind to pay for services or 
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utilities which can be obtained gratuitously, or else we 
would be paying every moment for the air we breathe. 
But, of course, the speculator would not render these 
services unless he expected to be paid for them. The 
question, then, resolves itself into this : What enables 
the speculator to render these services to others ? The 
answer seems to be, that he is enabled to obtain the 
profit which pays him for his services, for the reason 
that he possesses a knowledge of existing conditions and 
a skill in estimating their remoter consequences, which 
enable him to judge better than others what future 
prices will be. It is true that he generally has some 
capital, which is required as a guarantee for his trans- 
actions, and on this he must realize the ordinary rate of 
interest, together with such profit as is usually paid in 
hazardous lines of business. He must also receive com- 
pensation for his labor and for his outlays in obtaining 
information and in conducting his business. But these 
things represent only a small part of speculative profits. 
The preponderating and the distinctive element in 
speculator's profits is really a payment for knowledge 
and skill, just as is the case with the earnings of a 
lawyer, a physician, an engineer, or an entrepreneur. 
Because he can forecast the future course of prices 
better than other people ; because he knows better than 
other people upon what odds the wager of advance in 
prices can be laid against the wager of decline in prices, 
and makes his transactions with this knowledge, he is 
able to secure a margin in his favor in the exchange of 
chances, and according to the perfectness of his knowl- 
edge and the sureness of his foresight will be the re- 
sulting profit to himself. If one speculator's profits, in 
the long run, exceed those of another speculator, this is 
due (aside from the influence of chance, which is always 
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present) to his superior knowledge and ability. In this 
way it can be said that the law of speculator's profits 
bears a certain analog)' to the law of rent, an analogy 
which is none the less true because the means of pay- 
ment are so diverse, the rent of land being one of the 
most certain forms of income, and speculator's profits 
being one of the most uncertain forms. Here, as else- 
where, the law of averages obliterates the divergences of 
single instances. 

Professor Carver : I wonder if, after all, we cannot 
include speculator's profits under the same class with 
those of the entrepreneur. At least it seems to me that 
they belong with producer's surplus, since the speculator 
is really a producer of time utility. That is to say, if 
we are speaking of the legitimate speculator, whose 
business it is to buy when goods are cheap and sell them 
when they are dear, we must regard the profits of such 
transactions as payment for an actual service to the 
commnnity. When goods are abundant and cheap, 
they must be put to inferior uses unless some one is 
willing to hold them for a better market. At the same 
time, if no one were to hold the goods and they were 
put to an inferior use, when the period of scarcity came 
the scarcity would be much greater than it would if the 
speculator had held goods for the purpose of selling them 
at just such a time. This is production just as truly as 
it is for some one to put up ice in the winter when it is 
cheap and abundant and sell it in summer when it is 
dear and scarce. Moreover, it is production just as truly 
to carry goods from a time when they are cheap to a 
time when they are dear as it is to carry them from a 
place where they are cheap to a place where they are 
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dear. Yet no one would deny that a railroad is a pro- 
ductive agent. 

This is, of course, only an elementary form of specu- 
lation. The actual speculation as it is carried on in the 
great centres appears, at first sight, different. The 
changes in price have become almost microscopic 
in amount as well as in time covered by the fluctuations, 
so that it seems difficult to see where the real production 
comes in. But it seems to me that the essential nature 
of speculation has not changed. It still consists in buy- 
ing when goods are cheap and selling when they are 
dear. But owing to the intensity of the competition in 
this most competitive of all forms of business, the 
fluctuations are so rapid and sometimes so microscopic 
in amount as to bewilder us in our attempts to bring 
the business under any rule of production. 

Mr. Giddings thought Mr. Emery's paper and Mr. 
Carver's discussion admirable examples of close theo- 
retical analysis. He doubted, however, if the function 
of the speculator could be described in terms of eco- 
nomic production. The speculator increases social util- 
ity by determining the rate and the time of the con- 
sumption of products, rather than by affecting produc- 
tion or raising or lowering average prices in the long 
run. He does not in the long run produce value. Possi- 
bly, therefore, Mr. Emery's difficulty could be explained 
by asking whether speculation is not a phenomenon to 
be studied under the theory of consumption, rather than 
under the theory of production. 

President Hadley : I am disposed to agree with Mr. 
Carver, and to take issue with Mr. Giddings. The 
analogy between the work of the speculator and that of 
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the ordinary trader in their uses of capital seems to me 
a little closer than is implied in Mr. Emery's paper. 
Those persons who use their capital in transportation 
carry goods from place to place, and earn a profit by so 
doing, most of which is in the nature of interest. To 
carry goods over from time to time, which is the work 
of the speculator, a similar use of capital is necessary ; 
and his profits therefore have the same interest element 
contained in them. The trader puts his capital into 
wagons ; the speculator puts his into cash reserves. 
The gain of the latter is made by using money to carry 
goods. This cost of carriage is represented by the cur- 
rent rate of interest on floating capital. 

Mr. Emery: As for Mr. Carver's objection I admit 
that speculation is productive, but the difficulty of in- 
cluding a speculator among the entrepreneurs comes in, 
as I have said, when we are to consider distribution. 
The gains of the speculator cannot be explained by the 
same theory that explains the rate of entrepreneur's 
profit, and this fact is certainly suggestive of difficulties 
in the attempt to include the speculator in the entrepre- 
neur class in the theory of production. 

Mr. Commons : We may identify the speculator with 
the entrepreneur by means of Mr. Emery's suggestion 
as to insurance. Just as the stockholders of an insur- 
ance company afford an additional guarantee to the 
insured, so the speculator uses capital which Dr. Hadley 
says he has obtained on interest, to afford an additional 
guarantee against losses by fluctuations of prices. 

Professor Ripley : Mr. Emery has illustrated his 
argument by reference to businesses in which the part 
of the speculator and of the entrepreneur are separated 
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as in the case of the wheat miller and the dealer 
in wheat options, but in many industries these two 
functions are joined in one man. The manufacturer of 
boots and shoes, for example, buys leather for shoes that 
he will sell six months hence ; and he sells the same day 
an equal amount of leather made up into shoes for which 
he had bought the leather six months ago. He is 
continually carrying goods from time to time at the cost 
of borrowed capital, and thus appears to be both specu- 
lator and entrepreneur. Yet on analysis it may be found 
that the element of speculation is largely eliminated by 
reason of the unbroken continuity of the transactions. 
Covering long periods of time, the chances of gain and 
of loss tend to equalize. The difference between such 
operations and those of the speculator is that in the case 
of the manufacturer there is little interruption to their 
even course ; while the speculator stands outside of the 
business world and seeks to engage in operations only at 
irregular intervals, when profits, either for a fall or a rise, 
are in sight. 

Mr. Emmerick raised the question whether on the 
whole the speculators as a class really get anything out 
of their activity, as Mr. Emery assumes that they do. 

Professor Carver : I am quite willing to admit, with 
Dr. Wood, that speculators' profits are payment for 
knowledge and skill, in a certain sense. But that still 
leaves the problem unsolved, because it does not explain 
what that knowledge and skill are worth. Knowledge 
and skill are not ordinarily paid for unless they are good 
for something. It was my purpose, a few moments ago, 
to show that the speculator performed a real service, 
that he was a producer. Dr. Wood's theory is, there- 
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fore, incomplete and needs a further explanation to show 
why the knowledge and skill of the speculator were paid 
for. 1 

Mr. Emery : I wish only to reiterate that it is both 
possible and customary in the case of some trades to 
seperate the speculator and the entrepreneur in fact, and 
that it is consequently possible to make this separation 
in analysis. Whether or not such a separation in anal- 
ysis is necessary is a question which the paper was 
meant to ask, rather than definitely to answer. It still 
seems to me, however, that the gains of the speculator 
are of such a nature that they cannot be accounted for 
by any accepted theory of distribution dealing with the 
annual returns depending on the rate of production. 

I 1 In reviewing his remarks Dr. Wood expanded '.am somewhat, 
perhaps meeting in part the objection which Professor Carver had 
brought against them in their oral form. — Secretary.] 



